
MCI Communications
Corporation

1801 Pennsylvania Avenue, NW
Washington, DC 20006
202 887 2375

Kimberly M. Kirby
Senior Manager
FCC Affairs

March 24, 1997

Mr. William F. Caton, Acting Secretary
Federal Communication; Commission
1919 M Street, NW Room 222
Washington. DC 20554

Re: Ex Parte Presentition in CC Docket No. 96-262

Dear Mr. Caton:

On Friday, March 21,1997, Brad Stillman (MCl) and I met with Chris Barnekov (CCB), Aaron
Goldschmidt (CCB), Jeff Lanning (OGC), Rich Lerner (CCB), Katherine Schroder (CCB). Doug
Slotten (CCB), Steve Spaeth, (CCB), and Mark Siefert (CCB). The purpose of the meeting was
to discuss MCl's position in the above captioned proceeding as tiled in MCl's comments. The
attached document was used during the meeting and briefly outlines the topics discussed.

Due to the late hour of the meeting two copies of this Notice are being submitted to the Secretary
of the FCC in accordance with Section I.l206(a)(1) of the Commission's rules the next business
day.

Sincerely,

~~.~
Kimberly M. Kirby

Attachment

cc: Chris Barnekov (letter only)
Aaron Goldschnidt (letter only)
JetfLanning (letter only)
Rich Lerner (letter only)
Katherine Schr·)der (letter only)
Doug Slotten (letter only)
Steve Spaeth I letter only)
Mark Siefert (letter only)
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$1 0 Billion in Excess Interstate
Access Revenues

$21.5 Billion Interstate

Access Revenues
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154.42%

64.10%

111.66%

64.50%

..j

85.83%

69.70°;(

Investment as a Percentage of Cashflow
141.55%

103.77%

71.50'*

1991 1992 1993 1994 1995

RBOC D Mel 91
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CO MP ARISON OF 1996 FIN ANCIAL RESULTS

NYNEX I $13.5 bill io n $1.5 billion 111.1% I 37.9%

Ameritech
I I'h~.t" L!II~ __

~~.: bi~lion
I -i A -i 0/ I 'JO A oI-I ~ I 4 .~ 0 IIIIU r1 I I ""t. I /0 I V\J • .,. IV

SBC i $10.8 bliiion I ",... .r'\ 1"'\, I r'l {"\ 0 OJ
~~.~ Dillion I £:U.'::1io I JU.O /0

Pacific Telesis I $9.6 billion $1.1 billion 111.5% I 38.2%

Bell South I $19.0 billion $4.8 billion I 25.3% I 44.7 %

Bell Atlantic I $13.1 bill io n $1.9 billion I 14.5% I 42.2 %

GTE I $21.3 billion $2.8 billion I 13.2% I 43.5 %

US West* I $10.1 bill io n $1.2 billion I 11.9% I 44.6%

MCI

AT&T

$1 8 .5 bill io n

$52.2 billion

$1.2 billion

$5.9 billion

6.5%

11.30/0

21.5%

22.1 %

* Fourth quarter estim ates II sed. US West re leases its results 0 n Februarv 12
l '" ."
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Long Distance Industry Pricing (Rev/Min)

$0.60 1°·522

$0.50 ~ I 0.418

$0.40 • 0.332 0 304
$ -1.... 0.2690.30 .. .-- 0 223

· 0.198 0.191 0 179$0.20 ~. • • • • • _ _ . 0.17 0.157 0.147

$0.10

$0.00
II) co r-... co 0) 0 ...- N ('I) ~ II) coco co co co co en 0) en en en en enen en en en en en en en en 0) en en...- ...- ...- ...- ...- ...- ...- ...- ...- ...- ...- ,...

i:Source: "Long-distance: Public Benefits from Increased Competition, "wdy by Kohen L. lialL
Stanford University, October 1993, updated in 1995: Mel estimates for 1996 --*I\lIrl



Estimates of Dec-liTJe in Toll Rates andAccess Costs
I values are real

venue/Minute
xe;s O1arge/Mnute

1992 1993
$0.1663 $0.1550
$0.0051 $0.0598

1994
$0.1439
$0.0568

1995 $ Qlange
$0.1346 $ (0.0317
$0.0519 $ (0.0132

lc'Source FCC· Telecon1munications Industry Revenue: TRS Fund Worksheet Data, 12/96,
adjusted for inflation using CPI
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Access Reductions Have Been Flowed
Through To Long Distance Consumers.

• Local Telephone Monopolies Claim that During the Past
Five Years, Access Charges Have Declined by about $9
Billion. *

• Actual Savings Passed on to Consumers During the Same
Period Have Been Approximately $51 Billion. **

*"USTA Comments on FCC Access Charge NPRM, " The United States Telephone
Association, December 23, 1996

**"Long-distance: Public Benefits from Increased Competition, " Robert E. Hall,
Stanford University, October 1993, updated 1994.
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State Regulators Support Prescriptive Approach

" ''[W]e believe carrier access charges redut;iions of 50~~ or more OVAr the next
few years should be achievable over the next few years without any transfer of
costs to local service." New York Department of Public Service

• "We agree that a prescriptive approach. in the form of phased reductions to
access charges, would move prices towards economic costs more quickly."
Florida Public Service Commission

• "In general, Texas PUC advocates use of a prescriptive approach initially, with
transition to a market-based approach when true competition exists." Texas
Public Utility Commission
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Consumer Representatives Support a
Prescriptive Approach

• "State advocates recommend that this Cornrnission take a prescriptive
approach where significant market power exists." State Consumer
Advocates from CA, DC, FL, IN, lA, MD, MO, NJ, MN, PA, WA

• "It is unrealistic, however, to believe that efficient prices will be
accornplished without immediate, prescriptive steps to eliminate the
anti-competitive and inefficient pricing of access." AARP, CFA. CU

.. "If the Commission fails to prescribe an efficient pricing structure for
access, it will prolong and delay the advent of full and effective
competition in both the access and local exchange markets." Texas
Office of Public Utility Counsel

-'*.11,....1



A Market~Based Approach Cannot Work to
Reduce Access Charges:

• \JVhere There Is No Competition:

• Terminating Access

• Where Competition Has Not Yet Arrived
• Difficulties in Obtaining Interconnection and Access

• Time and Capital-Intensive Steps Needed to Provide
Competitive Local Service

• ILECs Can Charge Higher Access Rates for Consumers
Without A Competitive Alternative

-*ftll,..1



A Market~Based Approach Wi I N()t Work: Djfficult
to Make Local Competition Happen

• Operations Support Systems (OSS)
• ~"~nll~1 \I J=lof"tr"f"'\nif" Rf"'\nrlinn

•• 1'-'4,11'-",",-,,' ". 10-1"",,,",'" '-', """ ""'''''1 ''-AII'~

• Non-Industry Standard Interfaces For Resale

• Not Operationally Ready

• Non-Recurring Charges (NRCs)

• Anti-Competitive Penalty Charge

• Non-Cost-Based

• PacBell California NRC=$150 per loop

• Collocation:

• 72 Collocation Requests Made/Only 7 Filled

• NYNEX - No Physical/No Virtual Collocation

-- . *
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A Market-Based Approach Will Not Work: Difficult
to Make Local Competition Happen (Con't)

II No Tariffed Unbundled Switching

II Interim, Non-Cast-Based Rates - Unbundled
Network Elements
• AZ, GA, KY, NJ, TX, MI, NY, NC, TN, VA, OH, IL,

CA,PA,UT,DC

• Only FL and has set permanent rates for UNEs
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No Significant Impact On RBOC Revenues

II Analysts
• "Evidence increasingly suggests thal access charges paid by long

distance carriers to IECs will decline dramatically over the next
several years." Morgan Stanley, Comfort/Kennedy/Flynn,
December 4, 1996

• "Access reform will trim annual LEC revenues by $5-7 billion (net)
by the end of a 3-5 year transition period. The universal service
fund will be $6-8 billion." "This level of cuts IS in line with the
revenue reductions absorbed by the LEe industry in their annual
price cap adjustments ... the level of cuts .. in no way compromises
their ability to fund capital investment and maintain their local
network." "[G]rowth outlook for the RBOCs is a 3-7% growth rate.
This rate assumes a $1-2 billion access cut each year, competitive
pressures beginning In the second half of 1997, and entry into long
distance in the second half of 1998.;; CS First Boston, Frank
Governali, February 27, 1997 *'
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Na Significant Impact On RBOG Revenues
(Can't)

II Analysts
• "We expect the FCC to ultimately lower the average usage based

rate per minute from the current level of $.03 per minute to $.01 per
minute .. It appears likely that we will have a prescriptive approach
to access reform at least the terminating access portion." Chicago
Corp, Eric Strummingher, January 27, 1997

• 'For 1997, we have assumed access rates decline 15%, much
greater than historical 4-5% reductions.... For 1998, we estimate a
25% decrease in access rates.... ,; Morgan Stanley, David Togut,
January 17, 1997

~-*"'.,...



CONCLUSION

II With Mandated Access Charge Reductions
Consumers Will Benefit Now And
Competition Will Come More Quickly

II Without Mandated Reductions In Access
Charges Competition In The Local And Long
Distance Markets Will Be Impaired
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~Il nonstop, Around the ck>ck, F10r one great price,

",:.:, 'iortheast Plan from NYNEX l_.ong LJlstance"" Now ,:::1, car

'f";:' Witt"' the DeoDle \IOU I-Tow if New YorK and New Erglanc

_ :3 """'irnLJte, all the time, As lor the 'est ::if tre L~ S p'.;ertc

OrlQ ,jls:ance caliS and the $10

Switch now and get three hours free,

MaKe tne sWitch to NYNEX Long Distance

arJ vou'll get three hours of domestic: lone;

oistance calls fre€! That's an hour each

" sperle $~C on ;orQ distance and vou'I, (;Jet :;r-cle flat

::roe' $1C and yOU!l stil get me same;jre2:

i Dav e~ra IS Ire (jrfference betweer "CU'

NYNE:>{,
Long Distance
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